
BEFORE

THE PUBLIC SERVICE COMMISSION OF

SOUTH CAROLINA

DOCKET NO. 2010-392-E - ORDER NO. 2011-80

IN RE: Petition of Duke Energy Carolinas, LLC for ) ACCOUNTING ORDER

an Accounting Order to Defer Certain ) TO DEFER CERTAIN

Environmental Compliance Costs at Unit 5 ) ENVIRONMENTAL

of the Cliffside Steam Station ) COMPLIANCE COSTS AT

) UNIT5 OF THE

) CLIFFSIDE STEAM

) STATION

This matter comes before the Public Service Commission of South Carolina

("Commission") on the Petition of Duke Energy Carolinas, LLC ("Duke Energy

Carolinas" or "the Company"), pursuant to S.C. Code Ann. § 58-27-1540 (Supp. 2010)

and 26 S.C. Code Ann. Regs. § 103-825 (Supp. 2010), and other applicable rules and

regulations of the Commission, for an accounting order authorizing the Company to defer

in a regulatory asset account certain post-in-service costs that will be incurred in

connection with the addition of the Cliffside Unit 5 Steam Station flue gas desulfurization

equipment ("FGD" or "scrubber") related to environmental compliance, which was

placed in service on October 12, 2010. Duke Energy Carolinas seeks to defer the

incremental costs that are being, or will be, incurred from the date this asset was placed in

service, and was used and useful in providing electric service to its South Carolina retail

customers, to the date the Company is authorized to begin reflecting in rates the recovery

of such costs on an on-going basis.
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The incremental costs for which this deferral treatment is requestedinclude

depreciation, cost of capital, property taxes, and the related incremental non-fuel

operationandmaintenanceexpenses.TheCompanycontemplatesfiling anapplicationin

June2011, to increaseits electric baseratesto reflect, amongother things, the annual

costsof this addition. The applicationalsowill includea levelizedamountto amortize

andrecoverovera period of yearsthe costsdeferredandaccumulatedin the regulatory

assetaccountrequestedin this Petition. The plant cost of theseassetsis approximately

$583 million ($143 million allocable to Duke Energy Carolinas' jurisdictional South

Carolina retail customers),and the potential adverseimpact to the Company'sannual

earningsassociatedwith this assetaddition (in the absenceof the requesteddeferred

accountingtreatment) is approximately$128 million before income taxes(nearly $31

million allocable to Duke Energy Carolinas' jurisdictional South Carolina retail

customers).

The Petition shows that the Company'searningsfor the twelve-monthperiod

ending June 2010 were below the authorizedequity rate of return allowed by this

Commission. Duke EnergyCarolinaswill sufferan additionalsizeabledeclinefrom its

allowedequity rateof returnin 2010and2011unlesstheCompanyis permittedto defer

the costsrequested. Avoiding suchan adverseearningsimpact is importantto assure

Duke Energy Carolinascan achievesustainablefinancial resultsnecessaryto maintain

accessto neededcapital on reasonableterms,particularly during this time of global

financial and credit crisis. The requestfor relief doesnot involve a changeto any of

Duke EnergyCarolinas' retail ratesor pricesat this time, nor doesit requireanychange
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in anyCommissionrule, regulationor policy. In addition,the issuanceof this accounting

order will not prejudicethe right of any party to addresstheseissuesin a subsequent

generalrate caseproceeding. Accordingly, neithernotice to the public at-large,nor a

hearingis requiredregardingthis Petition.

In supportof its Petition,DukeEnergyCarolinashasshownthe Commissionthe

following:

Name and Address of Duke Energy Carolinas

1. The correct name and post office address of the Company are:

Duke Energy Carolinas, LLC
Post Office Box 1006

Charlotte, NC 28201-1006

Notices and Communications

2. The names and addresses of the attorneys of Duke Energy Carolinas who

are authorized to receive notices and communications with respect to this Petition are:

Charles A. Castle, Esquire

Senior Counsel

Duke Energy Carolinas, LLC

P. O. Box 1006 (EC03T)

Charlotte, North Carolina 28201-1006

Telephone: (803) 382-4499

alex.castle_duke-energy.com

Frank R. Ellerbe, III, Esquire

Bonnie D. Shealy, Esquire

Robinson, McFadden & Moore, P.C.

P.O. Box 944

Columbia, South Carolina 29202

Telephone: (803) 779-8900

fellerbe@robinsonlaw.com

bshealy@robinsonlaw.com
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3. Duke Energy Carolinas is engaged in the generation, transmission,

distribution, and sale of electric energy at retail in the central and western portions of

North Carolina and the western portion of South Carolina. The Company also sells

electricity at wholesale to municipal, cooperative and investor-owned electric utilities and

its wholesale sales are subject to the jurisdiction of the Federal Energy Regulatory

Commission. Duke Energy Carolinas is a public utility under the laws of South Carolina

and is subject to the jurisdiction of this Commission with respect to its operations in this

state pursuant to the provisions of Chapter 27 of Title 58 of the Code of Laws of South

Carolina. The Company is a corporation organized and existing under the laws of North

Carolina and is a public utility under the laws of that state. Accordingly, its operations in

North Carolina are subject to the jurisdiction of the North Carolina Utilities Commission.

4. Duke Energy Carolinas is committed to installing environmental control

technologies to reduce nitrogen oxide ("NOx") and sulfur dioxide ("SO2") emissions from

its coal-fired generating units. Duke Energy Carolinas' compliance plans rely heavily on

the use of Selective Catalytic Reduction ("SCR") and Selective Non-Catalytic Reduction

("SNCR") systems for NOx reductions and scrubbers for SO2 reductions. The Cliffside

Unit 5 scrubber is necessary for compliance with Phase 1 of the Federal Clean Air

Interstate Rule ("CAIR") l, which began in 2010. The scrubber for Unit 5 at the Cliffside

Steam Station was completed and placed in service October 12, 2010. The cost of the

Cliffside Unit 5 scrubber has been financed wholly by Duke Energy Carolinas' investors.

See 70 Fed. Reg. 25162, 15A NCAC 02D .2400, State of North Carolina v. Environmental
Protection Agency, 531 F. 3d 896 (2008) and State of North Carolina v. Environmental Protection
A eg_, 550 F. 3d 1176 (2008).
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The Company's incrementalannualcost of depreciation,non-fuel and non-fuel-related

operationand maintenanceexpense,and cost of capital relatedto placing the Cliffside

Unit 5 scrubberin serviceapproximates$128million (nearly$31 million allocableto its

jurisdictional SouthCarolinaretail customers)from the in-servicedateof October 12,

2010,throughDecember31,2011. The total costsassociatedwith the Cliffside Unit 5

scrubberto be deferredwill be basedon the datesthe scrubberwas placedin service

throughthedatethe annualcostof owning andoperatingthe Cliffside Unit 5 scrubberis

reflectedin the Company'sbaserates.

5. In its quarterlyfinancialreportfor thetwelve monthsendedSeptember30,

2010,filed with the Commission, Duke Energy Carolinas reported earnings significantly

less than the rate of return on jurisdictional common equity approved by the Commission

in its most recent general rate case. The proposed deferral will not result in the Company

earning more than its authorized South Carolina rate of return in 2011. In fact, even if

the proposed deferral is assumed, Duke Energy Carolinas projects that in 2011, it will

earn below its authorized rate of return. The nearly $31 million of costs (as allocated to

the Company's jurisdictional South Carolina retail customers) Duke Energy Carolinas

seeks to defer is material and equates to more than 100 basis points in the Company's

South Carolina retail rate of return on common equity that it can earn in 2011. At the

same time, because Duke Energy Carolinas will propose to recover the deferred costs

over a multi-year period in its next rate case, the proposed ultimate rate impact of this

deferral on customers will not be significant.
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6. The Commissionis awareof the significant capital expendituresDuke

Energy Carolinas must make in the foreseeablefuture and beyond to comply with

environmentalrequirements,meetcustomerdemand,and modernizeits generationfleet

and power delivery system. In the current global financial crisis, the Company's

earnings,credit quality, and financial performanceareevenmorecloselyscrutinizedby

the financial community generally,andpotential investorsand credit rating agenciesin

particular. Many of the fundamentalfinancial ratios reviewed by the various rating

agenciesin rating the creditworthinessof Duke Energy Carolinas' debt would be

adverselyimpactedby a denialof the requesteddeferredaccountingtreatment. In light

of the Company's significant capital needsand the global credit crunch, maintaining

credit quality is both critical and challenging. The Commission's approval of the

requesteddeferredaccountingtreatmentwill enhancethe Company'sability to attract

necessarycapital on a reasonableand timely basisbecauseit re-enforcesthe market's

positive perceptionof a constructiveregulatoryenvironmentin SouthCarolina. Such

approvalwill help mitigate the potential for a significant deterioration in earningsin

2011,which will benefitboththe Companyandits customersin helpingassureinvestors'

confidencein theCompanyandhelpassureaccessto neededcapitalon reasonableterms.

7. The accountingorderwill not precludethe Commissionfrom addressing

the reasonablenessof the costs deferredin the regulatoryassetaccountin the future

generalrateproceeding.

8. In summary,authorizingdeferralof the incrementalannualcostsrelating

to placingin servicethe Cliffside Unit 5 scrubberis importantto the maintenanceof the
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Company'scredit quality and financial integrity andwill avoid deteriorationin its 2011

level of earnings. The completion of the Cliffside Unit 5 scrubberwas requiredto

complywith Phase1of CAIR. It is appropriateandreasonableto defertheseincremental

coststo avoidafurtherdeteriorationof theCompany'searnedrateof return.

9. The total investment in the Cliffside Unit 5 scrubber is financially

significantandconstitutesanextraordinaryitem of cost. Due to the potentialfor adverse

earningsimpactsassociatedwith placing large projects in service,and mindful of the

negative financing consequencesthat can flow from such adverse impacts, this

Commissionhashistorically authorizeddeferredaccountingfor post-in-servicecostsof

major generatingplant additionsfrom thedatetheunitswereplacedin serviceto thedate

rates reflected the cost of the plants. For example, in Order No. 91-1022, the

Commissionauthorizedthe deferralof $15.607million of the costsassociatedwith the

Company's Bad Creek Pumped Hydroelectric Station during the period between

commercialoperationof eachunit andthe date the new rateswere approvedreflecting

the inclusion of the Bad Creek costs. More recently, in Order No. 2009-254,the

Commissionauthorizeddeferralof thecostsincurredfrom thein servicedateof theAllen

SteamStationscrubbersto the date the Company'snew ratesbecameeffective. The

Commission has authorized similar deferral accounting treatment for Duke Energy

Carolinasand other utilities for the costsof other generatingplants,and the Company

respectfullyrequeststhat the Cliffside Unit 5 scrubbercostsbe treatedconsistentlywith

this pastCommissionprecedentrelatingto its treatmentof similar costs.
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In light of the foregoing showingby Duke EnergyCarolinasin this Petition,and

in view of the fact that the SouthCarolinaOffice of RegulatoryStaff hasreviewedthe

Company'sPetition and confirmedthat it hasno objection to the requestedrelief, the

Commissionwill herebyallow Duke Energy Carolinasto establisha regulatoryasset

accountto which the Companymay chargethe post-in-servicecostsincurredrelatedto

the Cliffside Unit 5 scrubberfrom the datetheseassetswere placedin serviceuntil the

datetherelatedcostsof theseassetsarereflectedin theCompany'selectricbaserates.

This Order shall remain in full force and effect until further order of the

Commission.

BY ORDEROF THE COMMISSION:

JohffE.Howard,Chairman

ATTEST:

(SEAL)


